














Where Common Stock Issues Are Bought— See Page 2 





NEW BEDFORD, MASS. 


The article on reorganization railroads 
last month raised this question in my 
mind: should not a large number of roads, 
in addition to the 40 which have to be re 
organized, be put through a process of 
scaling down capital for the ultimate bene 
fit of the properties and the investors in 
them?) Mr. McGinnis’ statistics indicated 
that, when the present trafic expansion 
turns into the inevitable down curve, the 
railroads may go right back to their difh 
cult position of 1932-38. Competition 1s 
certainly not going to be any less severe 
than it those may be 


Was mn years—it 


heavier. 


FRESNO, CALIF. 


Three-quarters of your magazine con 
tains nothing ol personal interest to me. 
But the other one-quarter hits right on the 
button. The two or three articles on yields 
of Stock Exchange stocks have supplied 
me with a lot of information that I have 
used. Keep it up. 


H. N. J. 


BOUCKVELLE, N. ¥ 


An important contributing cause of the 
stock 


1 resident of central New 


lack of volume in the market, it 
seems to me as < 
York, where the rain drought is compara 
ble to your volume drought, is lack of 
printed information relating to the daily 
Stock tables in local 


newspapers, for example, carry only the 


course of the market. 


high, low and last in a limited list of cer 


tain active stocks, Most important item, 


in my judgment, is the fluctuation, and 
this is generally omitted. I think it’s im- 
portant because, to the average person 
mildly interested in the market, it indi 
cates the trend. And that is what the so 
called “average person,” at least in these 
parts, wants to know. These tables fre- 


quently are furnished to the newspaper 
by a local member firm of the Exchange, 
according to the heading I see on the 
tables, so perhaps you may consider pass- 


ing the idea along. 


NEW 
Maybe 


public 


FOR, NN. YF. 


this fact was disclosed in the 


opinion survey you undertook a 
few years ago, and maybe it wasn’t, but 
why it continues to exist has puzzled me 


take 


tunity to mention it to headquarters. It 


for many years, and | this oppor 


has to do with the disadvantage, competi 
t 


ve-wise, that brokerage offices deliberately 


seem to assume. I refer to the exterior 
camouflage with which many of them in 


York mask 


their office windows. Some are so bleakly 


towns and cities outside New 


unattractive as to resemble a vacant store 
temporarily taken over for the cashing of 
WPA or 
checks 


unconsciously to erect a 


other benevolent association 
or so cold and tormidable as 
barrier between 
themselves and local townspeople. 

Result, need T say, is that many—and 
there are plenty—unftamiliar with the ac 
tual value of the Stock Exchange to their 
own community, look upon these “places” 
with disdain and, I might add, a bit of 
suspicion. If the market, as it was unfor- 


tunately conducted some time ago, invited 





Letters to the editor, in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


this public opinion, why seek to perpetu 
ate it?) What are these “Members, New 
York Stock Exchange” trying to hide? 
I've traded frequently for years, and, to 
day, in my judgment, their business is a 
real part of the nation’s industry and their 
facilities for digging into investment facts 
Black 


do not, however, encourage recognition of 


admirable. windows and the like 


these facts. Since when does a successful 
merchant board-up his windows? 

Your firms sell service; merchants sell 
wares; this I recognize. But, if that is the 
case, why not, for example, display their 
facilities right in their front windows? 

Visiting New York this summer on va 
cation, Where | am now, I inspected the 
Exchange. Its gallery room amazed and 
impressed me. Why not have miniature 
models of it, or of related subjects, for 
circulating display by your firms’ offices 
in some of those cities mentioned in your 
back-page advertisements ? 


J. MacD. 


BETHLEHEM, N. H. 


A summer resident in this section, who 
motors here and there, has been aware this 
July of the way detense work stirs up a 
community's optimism, especially because 
The 


new petroleum pipe line which is being 


of the money it starts to circulating. 


laid from Portland, Me., to Montreal is a 
case in point. It is a source of satisfaction 
to shareowners in aggressive oil companies 


to see an important economic task being 


done betore their eyes, a process which 
moves an investor to consider further 
investment. 

G. R. O 
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What Price Profits ‘After Taxes” ? 


—Piyewsierene with the first six 
months of 1939 (the last half-year 
of normal business preceding the world 
conflict) many corporations have dis- 
closed this year an increase of 300 to 
500 per cent in Federal income and ex- 
cess profits taxes. Some have run even 
higher. The Government levies in the 
case of one company with stock listed 
on the New York Stock Exchange— 
United Aircraft—have increased no less 
than 2,850 per cent, 

Such data, which come from  semi- 
annual reports of the companies, supply 
stockholders with food for thought. But 
the corporate picture requires other 
items if it is to be filled out. At least 
a sampling of production trends, and 
het. corporate earnings before taxes, 
should be examined to throw light on 
dividend prospects as defense work and 
lease-lend transactions proceed. 

The table which follows deals with 
10 listed companies whose business has 
been stimulated, in one way or another, 
by military preparations. They repre- 
sent enough different departments of 
industry to depict the defense effort, in 
reference to which William S. Knud- 
scn, director general of the Office of 
Production Management, said on Aug- 
ust 13, . . . “we should hit peak pro- 


duction by next July and after that 


America can write its own ticket on 
war material, and this ticket can, so 
far as I am concerned, be twice what 
anybody else’s ticket is.” 

The estimate of this mass-production 
specialist should be remembered in at- 
tempting to foresee the profits-after- 
taxes situation in full proportions. Here 
are Mr. Knudsen’s rough calculations 
about the output of material: 

$9,000,000,000 in the year ended 

July 1, 1941; 

$20,000,000,000 in the year ended 

July 1, 1942; 

$20,000,000,000, at the least, in the 

next year if the maximum produc- 

tive effort proves necessary. 

Taking the statistics reported by Al- 
lis‘Chalmers Manufacturing Company 


—comparing the first half of 1941 with 


the corresponding period of 1y3g—these 
percentages are found: sales (a measure 
of production) increased 27 per cent, 
net income before Federal income and 
eXCess profits taxes gained 76 per cent, 
and, while the taxes rose 168 per cent, 


there was a profit of more than $2,300,- 
ooo left over. 


du Pont’s sales increased 72 per 
cent, net income before the Federal im- 
posts gained 1Ol per cent, taxes rose 
561 per cent, and after this stupendous 
load had been shouldered, a balance re- 
mained of more than $53,000,000. The 
statistics employed in this review of 
companies picked at random from the 
table do not necessarily agree, to the 
last dollar, with final balances “avail- 
able for dividends” as shown in the 


(continued on page 4) 





COURSE OF TAXES AND EARNINGS DURING DEFENSE PRODUCTION 
First Half of 1941 and 1939 


Income 


Federal Income and 


Before Federal Taxes Excess Profits Taxes Sales 

I] sands of I) Thousands of Dollars TI sands of Dollars 
COMPANY 194] 1939 1941 1939 1941 1939 
AllisChalmers .....$ 4155 $ 2.358 $ 1,765 $ 658 $ 48.999 § 38.378 
Calumet and Hecla : 708 195 210 1 3.694 3.532 
FE. I. du Pont de Nemours 92.282 15.692 38.526 5.820 235.061 136.385 
General Motors 256.587 127.079 138.360 26.030 = 1.349.091 739.401 
Hercules Powder 7.567 2.806 1.716 522 34.859 18.151 
Thompson Products . 2.734 4 1.811 138 19.349 7.303 
Tide Water Assoc. Oil 8.561 3.122 1.993 70 71,431 62.009 
United Aircraft 25.883 1.371 20.300 686 121.830 21,208 
U. S. Rubber a 13.521 5.730 7.269 1.059 150.678 88.349 
Yellow Truck & Coach 11.152 1.835 7.252 115 91.372 30.867 
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TATISTICS which have been gath 


ered from underwriters and dealers 


States Tut 


to present retailing details of the largest 


In 38 enable EXCHANGE 
stock transaction since Dodge Brothers 


was bought by bankers 16 years aj 


¥() 
Oo 


and the shares resold to the public. 
The 


geographic 


tables and map describe the 


distribution — of 1,565,000 
common shares and the 228,480 pre- 
ferred shares of American Viscose Cor 
poration, purchased in May from the 


headed 
by Morgan Stanley & Co., and Dillon, 


British Treasury by a group 
Read & Co., and distributed through 
600 firms, including many New York 
Stock Exchange houses. 

The 
early this month by the listing of both 
New York 


transaction was rounded oul 


classes of shares on the 


Stock Exchange. 


A National Enter prise 


A breakdown of the retail market 
contains significant information for the 


The 


> shows where Viscose 


securities distributing industry. 


map on page 
common stock was taken by individuals 


and institutions; and the table follow- 


Nv 


S, 
4, 
4 \ 
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\ 
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ing presents a survey of 10 
States in which the largest in- 
terest was aroused, in both 
the common and preferred. 

While a precise comparison 
between the markets for equities 
and credit obligations is hardly pos- 
sible, the contrast supplied in the 
table between retail sales this Sum- 
mer of Viscose preferred and the 
United Steel 


debentures in 1938 is interesting. 


offering of States 


For example, almost as high a per- 


centage of Viscose preferred was 


SALES IN 10 STATES CONTRASTED 
WITH A BOND DISTRIBUTION 


Buyers at retail purchased 30,000 shares, or 
more, of American Viscose common stock 
in each State included in this table. This 
base figure is used arbitrarily in order to 
show where major groups. of buyers were 
found. The percentages refer to the propor- 
tions of the entire issues which were taken. 


$100,000,000 

U. S. Steel 

10-Yr. Deb. 

Common Preferred 1948* 

Per Per Per 

Cent Cent Cent 

California 9.65 5.45 32 
Connecticut 1.65 235 3.5 
Illinois ...... 5.47 4.15 6.2 
Maryland 1.89 2.95 1.7 
Massachusetts 4.11 4.01 10.3 
Minnesota .... 1.71 2.18 2.0 
New Jersey... 2.21 2.38 6.6 
New York.... 32.61 32.43 34.0 
CO. een 5.33 3.77 3.1 
Pennsylvania .. 14.60 25.84 13.3 


*From a report prepared by the Temporary 
National Economic Committee. 


New York 


debentures; investors in this State ab- 


sold in State as of Steel 

sorbed practically the same percentages 

of Viscose common and _ preferred. 
Pennsylvania purchasers bought nearly 


twice as much Viscose preferred as of 


— Analysis of Retail Sales 
of A National Underwriting 


the Steel issue, on a percentage basis, 
and this State stood next to New York 
in the amount of common taken from 
dealers. An explanation of why Penn 
sylvania buyers subscribed heavily for 
both classes of stock is that both issues 
are free of the Pennsylvania personal 
property tax of 8 mills. 

The strong participation of California 
purchasers in the stocks indicates 
strength of the demand by private in 
vestors as compared with that of insti 
tutions for institutional-type — bonds. 
California took 3.2 per cent of the Steel 
bonds, which is close to the average 
that underwriters expect from that 
State’s buyers when an investment issue 
is offered; but Viscose preferred, which 
enjoys a stock-investment rating, was 
bought on the West Coast to the extent 
of 5.45 


and the g.65 per cent of common stock 


per cent of the total offering, 
retailed there ran considerably higher 
than would be true for a bond issue. 
The tabular record also highlights 
the important market which New York 
State 


classes. New York City, by itself, took 


supplies for securities of all 
slightly more than 28 per cent of the 
Viscose common and preferred, and a 
shade cent of the 


more than 30 per 


United States Steel debentures. 
Classes of Buyers 
Substantial investment interest of in 
life 


companies, in Viscose preferred is dis- 


stitutions, particularly insurance 
closed in the distribution table on page 
4. Life insurance companies whose 
investment activities, incidentally, have 
not previously been commented upon 


in THe Excnance, also purchased a 




















SI amount of common stock. Gen- 
el speaking, life insurance invest- SIZE OF PURCHASES OF AMERICAN VISCOSE SHARES 
m s in securities consist chiefly ot COMMON PREFERRED 
bonds and real estate mort- Individual Total of No. of Total of No. of 
{| g . but in certain States investment Sales — Shares Shares Sales Shares Sales 
a8 ° 2 95 9° « « Q~ ~« 7 
il uities is legal. By purchasing 7.21 0 -_ 62,288 3,813 39,930 2.481 
7 a : A ier 26 - 50 161.625 3.872 l.tou 1.223 
} ent of the total of ering of Viscose 51 - 100 379.123 1.369 63.879 863 
preierred (see table on page 4), these 101 — 200 377.283 2.954 16.612 369 
™ companies stood fifth in importance 201 - 300 168.138 43 17.953 76 
eng Pie opel 301 — 400 76.051 227 6.901 20) 
k SR er ee: aR eee . 401 — 500 100.028 215 10.124 21 
- lrust companies in Pennsylvania 501 —1,000 129,756 196 ... 
ki 5 ae . pecans Lite 8 ~ males of of 
. were substantial buyers of the preferred 1,001 — 2,000 97.739 15 more than 17.729 18 
' 2.001 — 3.000 10.500 4, 300 sh. 
stock, and banks, as a whole, were the 
1 idirng seaiiihealibins 95 al erin Over 3.000 222.590 27 
Pa second largest buyers, mainly for trusts, 
: "1,745,117 5 "210479 5,07 
4 custodian accounts, ete. Corporations, 1745.11 16,465 246.479 071 
taking 10.80 per cent of the common Aver. shares per sale . 106 Aver. shares per sale . . 49 
P stock. ranked next to individuals in *These totals include both resales of shares purchased from other dealers and 
la ne) common shares over-alloted. 
- this field. 
‘ As respects the purchases of common 
. stock by individuals, the survey illumi- 
4 nates the results obtained by field sales States where dealers offered Viscose thoroughly ... by means of the issues 
™ forces in marketing a large issue na- common, the buying power of inves- of a corporation which, until a few 
i tionally. It may be reasoned that in all tors and traders in equities was tested weeks before the sale, had never made 
al 
qe 
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NATIONAL DISTRIBUTION OF AMERICAN VISCOSE CORPORATION SHARES 
COMMON PREFERRED 
Per Number of Average Per Number of Average 

Shares Cent Transactions Sale Shares Cent Transactions Sale 

Life Insurance Companies : 1.165 24 15 278 18.155 7.21 233 78 

Fire and Casualty Insurance Companies 5,450 31 34 160 20,310 8.06 195 104 
Charitable and Edueational Founda- 

tions Eee Fe or Ae ee 11.214 64 60 187 16,402 6.51 273 60 
Banks for the Account of others, in- 
cluding Trusts. Custodian Accounts, 

aoe ee | 3.30 370 158 58.333 23.16 968 60 

Trust Accounts . ......e-. 31,570 1.79 184 172 12.025 1.78 259 16 

Corporations a ae ee ae a nee? 190,791 10.80 154 1.239 14,358 5.70 157 9] 

Investment Trusts. . ..... . 12.720 12 25 509 1.480 1.78 10) 112 

Investment Counselors 300 2 | 79 1,255 0 27 46 

Individuals Se ow et we ewe mg eee 72.61 14.720 87 77.548 30.79 2.572 30 

Other Dealers . . . 2...) «126348 7.16 831 152 20,563 8.17 278 74 

Miscellaneous a ae ae eae 22,039 1.25 68 324 3.050 1.21] 69 14 

Shares Not Sold as of June 3. 1941 20.450 1.16 9,352 2.13 
Total 1.765.567 100.00 16,465 106 251.831 100.00 5.071 19 














public its balance sheet and income 
account in this country. 

Private individuals took 72.61 per 
/ 


cent of the common stock, and 30.79 
per cent of the preferred. 

The size of the purchases, individual 
and institutional, is detailed in the table 
on page 3. 

Odd-lot purchasers of from 1 to 50 
shares dominated other participators in 
the preferred stock, numbering 3,704, 
or more than four times the next high- 
est group (51 to 100 shares), and their 


takings of more than $3,000 shares were 


the largest of any single group by far. 

While “small” buyers of the common 
stock, 7,055 of them, exceeded all other 
groups in the table, their total of pur- 
chases ran considerably below the aggre- 
gate of shares taken by buyers in hun- 
dred-share units. 

The results attained by dealers in this 
national distribution reflected the elab- 
orate merchandising preparations which 
were made in advance of the offering. 
Moving pictures of the company’s 
plants and products were exhibited be- 


fore audiences of dealers in 24 cities, 


and salesmen were thoroughly equipped 
to describe the corporation to prospec- 
tive share purchasers, as recounted in 
the June issue of THe Excuance. 

The 


shares of common, with a total sales 


issue of more than 1,500,000 
value of nearly $38,000,000, at $24 a 
share, was so broadly distributed that 
the average retail sale involved no more 
than $2,544. The preferred stock was 
taken largely by institutional purchasers, 
yet the statistics show that the average 
sale, at $107.50 a share, amounted to 


only $5,260. 





Profits “After Taxes” 


(continued from page 1) 


half-yearly reports. In some cases ad- 


ditional charges against net income 


after taxes are included in the. state 
ments, but these are small. 

When United Aircraft is considered, 
special accounting factors need to be 
allowed for. In the airplane field extra 
heavy charges are made against gross 
earnings on account of experimental 
work. Sales increased over those of the 
1939 period by 474 per cent, the taxable 
income was 492 per cent higher, and 
taxes rose 2,859 per cent. Yet net after 
taxes was in excess of $5,500,000. 

General Motors experienced an ¢x 


ceptional demand this year for its prod 


ucts for civilian purposes, as well as 


Government orders. Any estimates 


about future profits for dividends 
would be affected by factors which, as 
yet, include intangibles. Priorities are 
influencing its ordinary manufacturing; 
presumably, this is one of the great 
units which Mr. Knudsen relies upon 
to have weight in the coming expan- 
sion of capacity to fill defense orders. 

The company showed these changes 
in the cited six months: an increase of 
82 per cent in sales, a gain of 102 per 
cent in net income before Federal in- 
come and excess profits taxes, a rise of 
32 per cent in these taxes, and an 
$118,200,000 balance left over after the 
taxes had been allowed for. 


Space does not permit break-downs 


of other tabulated companies, but a 
glance over the figures shows that taxes, 
so far as management could anticipate 
them at this time, by no means leave 
the companies bereft of profit. 

While the companies referred to in 
the table represent a number of differ- 
ent industries, they are not, of course, 
representative of all industries whose 
securities are in the Stock Exchange 
list. Events may prove that priorities 
in respect to materials will affect such 
corporations as those in the table to a 
lesser extent than many others. But so 
far as indications go, the figures in the 
tabulation give room for certain im- 
plications. If taxes are to become of 
astronomical proportions, the same term 


may apply to taxable earnings. 
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‘ATIC BUSINESS HELD TO BE 


fOCK EXCHANGE’S PROSPECT 


By HAROLD FLEMING - Wall Street Correspondent 


THE CHRISTIAA 


TOCK Exchange Public Relationer 

MacCoy has asked me for a few 
words on the “outlook for increased 
security trading activity.” If my answer 
seems all too gloomy, I can only say to 
the good people at the Exchange, whom 
I would much prefer to answer more 
optimistically, “You asked for it.” 

The general argument that there’s a 
good time coming on the Exchange 
floor seems to run something like this: 
There are more stockholders in the 
country than ever before. There is more 
idle cash lying around in the country 
than ever before. Yields on listed shares 
are as high or higher than ever before, 
and particularly compared with yields 
on bonds, mortgages, savings deposits, 
and so forth. The Act of 1934 can be 
revised to be less constricting without 
sacrifice of the anti-manipulative or the 
full-disclosure principles. | Exchange 
members are learning how to adver- 
tise effectively, and perhaps the Ex- 
change will, too, some time. 

None of these arguments appeals to 
me as of real weight. 

Ten years’ shrinkage in investor 
activity is not confined to the Exchange. 
All kinds of private investment and pri- 
vate thrift and private financial plan- 
ning are on the decline. The increase 
in savings bank deposits has slowed 
down so that the total of savings 
accounts in savings and commercial 
banks is barely holding its own while 
the total of net demand deposits in 


commercial banks continues to mount. 


SCIENCE 


MONITOR 


Life insurance policy sales, the over- 
whelmingly largest channel of private 
saving and investment during the 1930's, 
are leveling off for various reasons; while 
business activity is up 20 per cent or 
more this year over last. Automobile 
sales and telephone connections—tradi- 
tional competitors for popularity with 
life insurance—are up around 50 per 
cent; insurance sales are up only about 
5 per cent. 

In recent years the market for bonds 
has become increasingly institutional, 
indicating that for some reason the pri- 
vate investor, however well-heeled, is 
dropping out or keeping his cash idle. 
Speculation is falling off not only in the 
security markets but also in the com- 
modity markets. The decline in seat 
prices on the Big Board and the Curb 
has been fully paralleled by the declines 
in commodity seat prices, and the fall 
in trading volume has also been paral- 
leled on the commodity exchanges. The 
New York Stock Exchange is not facing 
a unique problem; it is facing a prob- 
lem similar to that of other investment 


media and other speculative media. 


Shrinkage of Equity Offerings 

The fact that there are more stock- 
holders today doesn’t help. It turns 
attention from the fact that the produc- 
tion of new equity offerings in recent 
years has fallen to nearly nothing and 
the trend of the times is away from 
equity financing. For one thing, taxes 


on equity earnings are sO high they 





Harold Fleming 


encourage debt financing. For another, 
industry more and more is learning to 
“roll its own” in the matter of additions 
and betterments by means of increased 
depreciation and obsolescence funds, 
and where it is not doing so volun- 
tarily it is being forced to do so, as in 
the utility industry. Moreover, an in- 
creasing share of the financing of in- 
dustry is being done through the Re- 
construction Finance Corporation and 
its corporate children. The defense pro- 
gram is widening the scope of govern- 
ment financing of industry, as witness 
the methods by which most of the 
current additions to aluminum = and 
steel plant capacity are being financed 


for the defense program. 


Lower-Income Groups Acquire Stocks 

Apparently the chief reason there are 
so many more stockholders is that stocks 
are being distributed out of wealthy 
hands into those of the middle classes, 
on account of the impact of income and 
capital gains taxes on large fortunes. 
For the indefinite future not only does 
this trend seem irreversible, but these 
discouragements to equity ownership 
seem likely to be distributed on down 
to lower and lower income brackets, as 
income is swept into taxes or defense 
bonds, or tax anticipation notes, or some 
other appurtenance of the defense pro- 
gram. 

Psychological as well as financial fac- 
tors stand in the way of the small in- 


(continued on page 14) 
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By William T. Mullally 
CECIL & PRESBREY, INC. 


HE Stock Exchange is an impor 


tant instrument for the merchan 
dising of America’s great industries to 
the purchasers of securities. It gives 
mobility to capital and flexibility to 
credit, without which the transporta 
tion, industrial and commercial systems 
of the country would not possess the 
broadly developed facilities that they 
today offer to the public. 

Once this relationship between the 
Exchange and the corporations which 
list their securities upon it is fully recog 
nized, merchandising assumes a broad 
The 


thing more significant than a convent 


scope. Exchange becomes some 


ence to investors and traders. It becomes 
a vehicle for the listed corporations to 
employ in attaining a steadily widening 
circle of private owners and creditors. 
Isn't a listed corporation’s stake in a 


healthy Stock Exchange, therefore, far 


6 


MERCHANDISING 
LISTED CORPORATIONS 
and the 
STOCK EXCHANGE 


greater than that entailed in the mere 
presence of its securities in the list? 
Wouldn’t it be to the advantage of a 
listed corporation if measures could be 
applied by the corporation and broker- 
age community, acting jointly, to attract 
an increasing public attention to the 


auction market? 
Applying a Parallel 


A parallel can appropriately be drawn 
in launching an argument favoring 
united effort—and combined expendi- 
tures—of listed corporations and Stock 
Exchange interests for the purpose of 
encouraging public recognition of the 
broad character of the Exchange’s list. 
For example, manufacturers assume the 
major ¢ xpense of advertising their prod- 
ucts to the consumer, but dealers who 
handle the product frequently unite 
with them in sharing the advertising 
outlay. Substitute “investor” for “con- 
sumer,” and weigh a listed corporation’s 


desire to enlarge its stockholders in the 

















































same scales that the corporation’s de- 
sire to increase its goods’ customers is 
weighed, and you will see how a pro- 
gram of the kind I propose would be 
feasible. 
And_ by 


“dealer,” Stock Exchange member firms 


substituting “broker” for 


are brought into a direct working re- 
lationship with listed corporations . . . 
both being interested in a healthy Stock 


Exchange. 
Builds up Investor-Consumer Group 


A large, cosmopolitan list of stock- 


holders includes one factor which 
makes the parallel between investor and 
consumer highly practical. Investors 
are consumers of goods, and an investor 
in a particular company is, psycholog- 
ically, prepared to become a more con- 
sistent buyer of a company’s products 
than a non-investor. A multiplication 
of investors has the effect of creating 
a backlog of customers who have an 
interest in aiding the corporation's 
earnings. 

The importance with which  stock- 
holders are considered as consumers by 
many corporations is evidenced by use 


(continued on page 12) 


“A multiplication of holders of a company’s 

securities has the effect of creating a backlog 

of customers who have an interest in aiding 
its earnings.” 
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DN LANUOWN 


COMES 


ITH growing apprehension over 

the possibility of severe price 
inflation, the investor sees two objec- 
tives ahead—to obtain a_ satisfactory 
yield on his securities as an offset to 
advancing living costs, and to find a 
safe haven for his capital under infla- 
tionary conditions. 

The situation today was likened by 
President Roosevelt, in his message to 
Congress on price controls, to that of 
the closing months of 1915. “Then, too,” 
he said, “we enjoyed relative stability in 
prices for almost a year and a half after 
the outbreak of war abroad. In October, 
1915, however, prices turned sharply 
upward. By April, 1917, the wholesale 
price index had jumped 63 per cent; 
by June, 1917, 74 per cent; and by June, 
1920, it Was nearly 140 per cent over 
the October, 1915, mark.” 

Mr. Roosevelt then pointed out that 
the Bureau of Labor Statistics index of 
twenty-eight basic commodities had, by 


the end of last June, advanced 50. per 


Some Foremost Principles Are Presented on a Subject 
Which Is Requiring the Share Buyer’s Increasing Attention 


cent beyond its August, 1939, level— 


with half of the increase coming since 
last January 1. In the same _ period, 
average living costs advanced 5.5 per 
cent—with more than half of the in- 
crease occurring since the first of the 
year. 

The similarity in the trend of com- 
modity prices is one of the few parallels 
between economic conditions today and 
during the first World War. In the 
stock market, for example, the Dow 
Jones average for 20 industrial stocks 
stood at 54.72 on Dec. 12, 1914, the day 
trading was resumed following the 
closing of the Exchange in July. From 
that point stocks began a steady ad- 
vance, with the Dow-Jones average 
touching 99.21 late in Dec., 1915. 

In the present period, the Dow-Jones 


average for 30 industrials stood at 128.89 





on last July 31—some 27 points below 
the high in the first war month of Sept., 
19 39. 

Without straining a point too far, 
one parallel in the stock market can be 
found. The major portion of the ad 
vance in stocks in 1915 took place from 
June to October, when higher commod 
ity prices were in prospect. Likewise, 
in June and July of this year, stocks 


scored their widest gains since the 





advent of the war—again when higher 
prices of commodities were on the way. 
In the chart on page 8, the movement 
of stock prices from 1g15 to 1920 is 
shown in relation to the trend of the 
cost of living. 

As undesirable as all recognize price 
inflation to be, realistic appraisal re- 
quires its consideration as an eventu- 
ality. Doubt has been expressed that 
the government will be able to avert 
further widespread price increases, and 
some observers have been extremely 
pessimistic in their views of the future. 
An insidious aspect of inflation, it has 
been said, is that when a government 
sets out upon this course, it almost in 
variably believes that it will be able to 


control it. 


Equities as Inflation Hedges 

Extensive publicity has been given to 
the value of equity investments as in 
flation hedges. A manifestation of price 
inflation appears to be a stimulation of 
share purchases as investors become 
convinced that declining buying power 
of the dollar lies ahead. 

But opinions on the ethcacy of com 
mon stocks as a hedge vary widely. A 


first principle upon which most author 


ities agree is that a capital hedge is not 








necessarily and, in fact, seldom is an 
income hedge. But beyond this point 
many lines of thought develop. Dr. 
Walter S. 


American Cyanamid Company and a 


Landis, 


widely recognized observer of the in- 
flation in Europe after the first World 
War, has arrived at these conclusions, 
among others: 

“As a general proposition, equities 
show up better than bonds and mort- 
gages, but only through the most care- 
ful selection does one successfully hedge 
through this medium. 

“Old companies have a better pros- 
pect than new ones. 

“Companies in staples show up bet- 
ter than those in newly created indus- 
tries, not because of the industry itself, 
but because of the burden of finding 
increasing capital funds. 

“Those compaaies with large invest- 
ments in natural resources, and com- 
paratively little in plant facilities, fared 
well in all countries.” 

Dr. Landis has approached the prob- 
lem solely from the point of view of a 
capital hedge, he explains. Emphasized 


is the sharp recession in business that 
240 
220 
200 
180 


160 


Vice-President of 


follows with the first step in stabiliza- 
tion. “There is a period,” he says, 
“when hedges are dumped and shrink- 
age in values may be enormous. Plans 
must be made either to clear the equity 
hedge before stabilization, or to be pre- 
pared to carry over for one to two 
years.” 

His deductions are drawn, of course, 
from the past. And it is to be hoped, 


as time goes on, that something is 


learned from experience. One differ- 
ence which stands out today, for ex- 
ample, is that in defense industries the 
government may be bearing a larger 
share of the cost of expansion than in 
former times. 

This solves no ultimate problem, of 
course, but it helps to alleviate for pri- 
vate Management some of the imme- 
diate evils of over-expansion. 

Then there are the elaborate plans 
which the government is said to be 
making to cushion the slump which is 
expected after the war. 

A number of authorities can be found 
who question the effectiveness of any 
hedge. Colonel Leonard P. Ayres has 


said that there are no really effective 


AVERAGE COST OF LIVING 
wes, 
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hedges against inflation. In the same 
discussion, however, he concedes that 
the best hedge against inflation in 
France and Germany (though not, to 
Colonel Ayres, necessarily an effective 
hedge) was to invest in foreign secur- 
ities. The next best was to buy the 
stocks of the soundest and most con- 
servatively managed companies. 

Even granting the selection of a suit- 
able hedge, the ming of inflation has 
in most cases proved almost impossible 
to predict. For example, forecasts of 
some degree of inflation have appeared 
periodically in the past eight years, yet 
nothing approaching a sizable inflation 
ever materialized, unless it may be do- 


ing so now. 


Other Factors to Consider 


Widespread as is the talk of infla- 
tion, Stock Exchange firms have been 
quick to point out that it would be a 
serious error “to be so bitten by the 
inflation bug” that one overlooks the 
other factors affecting securities prices. 
Inflation is only one of a great many 
interlocking factors—many of them ex- 
traordinary with these times—which 
enter into the making of securities 
prices, they point out. 

If common stocks are to be purchased 
as inflation hedges, it appears advisable 
to select enterprises which will be best 
able to raise their selling prices and 
maintain the relative values of their 
equities in terms of increased living 
costs. 

In past inflationary times, commodity 
prices usually rose so sharply that 
most manufacturers were unable to re- 
coup the advancing costs of raw mate- 
rials and labor. One effect of the regu- 
latory program now being worked out 
by Congress, even if it falls short of 
checking inflation effectively, may be 
to slow the advance of raw materials 
prices sufficiently so that balance, of a 
sort, may be maintained between man- 


ufacturers’ costs and selling prices. 
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GALLOWAY 


HILE common stocks have been 

declining in popularity with the 
general public, as the reduced trading 
volume of the past few years indicates, 
many colleges and universities have 
added substantially to their investments 
in equities. Eight institutions which 
have endowments in excess of $15,000,- 
ooo each have, since 1936, increased 
their common stock holdings from 15.9 
per cent to 29.3 per cent of their total 
portfolios. 

This is brought out in a survey of the 
endowment investments of 120 leading 
colleges and universities which has been 
made by the American Council on Edu- 
cation Studies. The institutions covered 
have an aggregate of $1,263,653,000 of 
endowment funds. Of this amount, 
$ 302,244,000, or 24.1 per cent, is in- 
vested in common stocks. 

The colleges with lesser funds are 
lagging behind the more heavily en- 
dowed institutions in the trend toward 
equity investments, as the figures in the 
accompanying table show. Among 13 
institutions with endowments of from 
52,000,000 to $15,000,000, common shares 
accounted for 25.7 per cent of total in- 
vestment. Among 18 institutions with 
endowment funds of less than $2,000,- 

), equities made up only 15.7 per cent 
of the total. 


Comments on the policies of their 
investment committees were made by 
a number of business oihcers and 
trustees in connection with the survey. 
A business officer of one large endowed 
institution said: “We have gradually 
increased our percentage of investments 
in common stocks, feeling that perhaps 
the difference in yield between this type 
of investment and highest grade bonds 
is too wide at the present time. An 
equally obvious fact is that our per- 
centage of bonds has continued to de- 
cline, due to our policy of not replacing 
called bonds with high-grade, low- 
coupon, long-term issues. The increase 


in our income rate during the past year 





was due principally to larger dividends 
from common stocks.” 

A business officer in Pennsylvania 
stated: “Three years ago we engaged 
the services of a New York investment 
counsel. Our experience has been very 
satisfactory. Our investments have been 
made with a view both to safety of 
principal and yield. We made consid- 
erable turnover the first year in our 
security list, but feel that we have very 
much improved the list and have main- 
tained the income.” 

Another officer reported: “. . . We 
also adopted a_ policy of increasing 
common stock investments from about 
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PERCENTAGE DISTRIBUTION OF ENDOWMENT FUNDS OF 39 INSTITUTIONS, 1926-1940 
Institutions with Endowment Investments in excess of $15,000,000 




















Distribution of Investments 1926 1928 1930 1932 1934 1936 1938 1940 
Oe ee ee ee eee 60.6 63.3 58.7 58.4 56.3 51.1 42.2 
Preferred stock . . ... . 9.0 5.3 3.5 a 5.5 7.6 ta 8.2 
Common stock ...... 9.2 9A 13.2 13.0 13.4 15.9 23.3 29.3 
ROOUNEOEES ws cts tl we OD 13.7 7.5 12.4 11.1 6.7 1.6 1.1 
ee G6e oc es he ss | 5.6 fe 6.5 Fa 9.) 9.9 9.7 
Institutional plant. and loans 

to other funds ... . 5.5 1.3 1.2 3.3 3.1 a2 1.4 1.9 
Other investments 1.2 LJ 0.8 0.6 0.8 13 23 1.6 

Institutions with Endowment Investments of from $2,000,000 to $15,000,000 

MER mis, ie Gy et ws ew. or 57.1 54.3 51.9 51.2 19.9 18.9 11.3 
Preferred stock 12.4 94 11.1 1.7 M3 10.7 12.3 12.6 
Common stock era 7.8 6.4 9.5 13.5 14.5 17.8 215 PL Be 
a eee 16.3 16.0 14.3 12.6 10.3 8.2 15 
WEGE GRMN 6 5 6 cs ee sO 23 2.9 2.1 3.0 1.0 1.8 1.7 
Institutional plant, and loans 

to other funds 3.5 3.6 2.4 3.5 | 1.1 a 2.6 
Other investments 3.5 1.5 3.8 3.0 3.7 32 22 5.6 

Institutions with Endowment Investments of less than $2,000,000 

Bonds op Ws le Ro Oe al ac cet, 27.4 30.1 28.4 26.0 26.2 20.9 18.2 
Preferred stock . . 2. 2... 1.9 1.4 1.6 22 2. 4.0 5.7 3 
Common stock ...... 1.0 5.3 1.4 5.4 Fe 6.8 11.9 S.7 
ee ee eee 52.7 19.2 16.7 $2.1 3us 24.4 19.7 
Reet ese «se 2 ee we 1.6 5.0 52 Tat 12.0 8.7 20.3 25.7 
Institutional plant. and loans 

to other funds 32 33 3.8 5.4 6.0 7.3 11.2 11.3 
Other investments . . . . . 44 5.1 5.4 1.2 1.2 5.3 5.6 3.1 
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honey. Above right: After 
spinning and further proc- 
essing—a skein of viscose 





A a concluding step in the trans- 
fer of American Viscose Corpora- 
tion from British to American owner 
ship, the preferred and common issues 
of the company were listed on the New 
York Stock Exchange on August 4. In 
the first week of trading, 28,300 shares 
of the issues changed hands, 

The largest producer of rayon in the 
world, American Viscose is one of the 
companies placed in the limelight by 
the recent closing off of raw silk sup- 
plies. Approximately 64 per cent of all 
the rayon yarn in this country is pro- 
duced by what is known as the “viscose 
And 


this type of yarn is made by American 


method.” about 30 per cent of 
Viscose Corporation, In addition, the 


company makes a smaller amount of 
yarn by the acetate process, and it ships 
about 51 per cent of all the rayon staple 
fiber (to be processed by others) which 
is produced or imported by the United 
States. 


Viscose yarn is made by chemically 




















solution 
for spinning is the 
and consistency of 


V iscose 


rayon yarn. 














treating purified cellulose (a form of 
processed wood pulp) in order to form 
a viscose solution. The solution, which 
has the consistency of honey, is then 


spun by forcing it in jets through tiny 
é o Q P, 


apertures into an acid bath, where chem- 


ical action precipitates the cellulose in 


the form of continuous — filaments. 
These are combined and twisted to form 


yarn. 


Growth of Rayon Industry 


The rayon industry has grown stead- 
ily in the past fifteen years, in which 
its output has 


multiplied —approxi- 


mately eight times. In 1926, 60,600,000 
Ibs. of rayon yarn and staple fiber were 
used in this country. Last year the 


Mean- 


while, the annual consumption of raw 


amount was 482,000,000 _ Ibs. 


silk has declined from 65,600,000 Ibs. to 


5.01 10,000 lbs. 






























































Net sales and net profit or loss re- 


ported by the company for the past 


five years have been as follows: 


1936 
1937 
1938 
1939 
1940 


$58,326,718 


Net Sales 
of Yarn and Net Profit 
Staple Fiber or Loss 


$8,943,977 


53,269,371 9,974,220 
42,074,969 1,872,978(1) 
54,261,387 4,057,164 


62,771,895 7,884,676 


In the first six months of this year, 


net sales were $38,130,128, producing a 


net profit of $3,375,201 after reserve ol 


$2,600,000 for taxes on income and ex 








cess profits. 


Left: The final 
manufacturing 
step is winding 
the viscose yarn 
on cones for de- 
livery to the 
weaving mills. 







































FRUEHAUF 
COMPANY 


Com 
tee Stock, $1 Par va] 








in 28 States and 2 Provinces of Canada. 
In other areas, sales are handled by 6 
distributors who are not afhliated with 


TOCK EXCHANGE 


the company. Fruehauf also has been 





conducting an educational program 
among truck dealers in outlying areas 
in order to acquaint them with its 


Fruechauf’s history provides an ex- products. In the past year, 22 per cent 







ample of what can be accomplished by of its sales were attributable to truck 


keeping up with the times. Originally dealers, the company reports. 


engaged in the wagon-making business, Output has grown from 7,852 trailers 


the company transferred its activities in in 1936 to 10,337 in 1940. Net sales re- 
1914 to the production of motor trail- ported by the company for the two 
ers. This type of vehicle, it believed, years were, respectively, $9,705,799 and 


combined some of the advantages of — $19,512,145. 
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the old and new forms of transporta 
tion, since trucks normally can_ pull 
more than they can be designed to 
carry, 

Last year was the biggest in Frue- 


hauf’s history, with reported sales of 


The gain in net sales, out of propor 
tion to the increase in the number of 
vehicles, is occasioned, the company ex 
plains, by additional service revenue and 
by higher unit selling prices resulting, 


for the most part, from a demand for 





































HE ranks of Stock Exchange com- 

panies serving the cause of national 
defense were augmented July 28 when 
the preferred and common issues of 
Fruchauf Trailer Company were listed. 
The largest manufacturer of commer- 
cial trailers in the country, Fruehauf is 
turning out troop-carrying units and 
trailers for transporting such army 
equipment as bridge pontoons and 
searchlights. The company’s vehicles 
also figure largely in the everyday job 
of highway transportation—an industry 
in which it is estimated that from 35 
per cent to 50 per cent of all cargoes 


now consist of defense materials and 


supplies. 


This stainless steel 
trailer is a new type 
recently introduced 
by the Fruehauf Co. 


$19,512,145—up 3h per cent from 1939 
sales of $14,878,041, the previous highest 
year. Plant expansion involving an ex- 
penditure of $78,184 was undertaken 
in 1940, one large project completed 
being a modern plant at Los Angeles, 
Calif. 

The company and_ its subsidiaries 
have manufacturing plants at Detroit, 
Mich.; Kansas City, Mo.; Los Angeles, 
Calif.; and Toronto, Canada. Its trail 


ers are distributed through 56 branches 


larger and better equipped — trailers. 
Some of the company’s trailers, such as 
its models B2 and B4 stainless steel 
Vans, range Up to 32 feet 24 inches in 
length. And the refrigerator vans, with 
the heavier construction resulting from 


the necessity of insulation, weigh up to 


Q.2 35 lbs. 


Fully loaded, several of the models 


II 


Some of the presses which feed 
the assembly line at one of Frue- 
hauf’s main manufacturing plants. 





weigh as much as 17 or 18 tons on the 


/ 
highway. 
Net sales and net profit reported for 


the past five years have been as follows: 


Net Sales Net Profit 
1936 $ 9.705.799 $ $69,545 
1937 9 582,349 510,859 
1938 6,572,788 264,338 
1939 14,878,641 1,829,041 
1940) 19,512,145 1,526,998 


The reduction in net profit in 1940, 


clespite a gain in net sales over the 


preceding year, was brought about 


mainly by increased taxes on income. 


1940, 


These amounted to $800,000 in 
against $465,400 in 1939. 

Net profit reported by the company 
in the first six months of this year was 
Si, 37,9775 after reserve of $gg1,400 for 


normal and excess profits taxes. 





Merchand isin g 


(continued from page 6) 


of Opportunities offered at dividend 


dates. American Tobacco Company, 
for one, has accompanied dividend 
checks by sales letters describing and 
commending the company’s products. 
General Motors, Standard Oil of New 
Jersey, and a long roster of other com- 


panies, maintain cordial contacts with 


their securities owners by means of 
communications accompanying — divi- 
dend checks. 


This is, however, only a part of the 
The 


list, the greater the expansion of good- 


picture. wider the stockholders’ 
will, nationally, toward a corporation. 
The expansion of good-will helps not 
only to enlarge the sale of goods or 
service but is of value also in improving 
or cementing its political position. In- 
dustry is anxious to explain its economic 
place in every household. And, listed 
corporations have an incentive on all 
of these grounds to promote the well- 
being of the Stock Exchange, the mar 
ket place for their securities. 

estimated that 


It 1S 12,000,000 to 


15,000,000, persons in| America own 


securities directly. But the larger of 
these totals represents only a small sec- 
tion of the public which is capable of 
becoming investors. The task remains 
for the companies with securities on the 
Stock Exchange list, as well as the Stock 
Exchange community, to draw attention 
more effectively to the variety of listed 
issues, and to the facilities provided for 


transacting business on the board. 
Broad Interests Served 


In order to implement the logical 
Stock 


establishment and the listed companies 


steps whereby the Exchange 


could unite their efforts, I propose a 
joint, annual fund to be devoted to ad- 
verusing the Exchange's list of secur- 
ities and the brokerage facilities cen- 
tered on the Exchange. 

A substantial fund could be raised 
on a pro-rata basis, apportioned among 
the 1,200-0dd listed stock issues of about 
860 companies, and the 1,375 members 
of the Stock Exchange or 600 member 


firms. In this wise: 


Payments into the fund by the 
corporations of 25 cents per thou- 
sand shares of listed stock, paid 
annually. 

Payments of $200 a year into the 
fund by each member of the Ex 
change, or $275,000 for the full 
membership, or a slightly larger 


amount for each member firm. 


The average listed company has ap 
proximately 500,000 shares on the list; 
the average then, 


cost per company, 


would be $125 per year, a far from 
onerous item for corporations which 
form the cornerstone of the American 
business structure. As respects the ap 
portionment among Exchange members, 
it might be more practical to consider 
the task as one for member firms rather 
than individual members. 

The educational theme? Public in- 


terest centers in the list of securities 


which are available for purchase or 


sale on the Exchange. It is in this list, 
also, that the corporation’s interest c 
ters, and the corporate contributions to 
the advertising fund would, naturally, 
be made with the intent of “populariz 
ing” corporations . . . their products and 
their earnings as well as the Ex 
change’s market facilities. It would be 
logical, therefore, that the advertising 
and general publicity approach should 
be made from the angle of listed secur 
ities, instead of laying chief emphasis 
upon the Stock Exchange and _broker- 
age services The story of corporations, 
their place in the daily life of the na- 
tion, and their productiveness of income 
for investors, would be told in such 
detail that the public, as a whole, could 
grasp its full significance. 
Selection of Media 

The division of expenditures? News 
papers, magazines, and the radio would 
be the more prominent media for dis 
tributing information, as I view the 
problem. It is not possible, however, 
in the limits of a short article, to review 
expenditures projected in any one field. 
Study would be required in respect to 
the geographical areas of the country 
likely to be most responsive, and these 
results would, naturally, have a bearing 
upon the media to be used. 

The precise procedure would develop 
out of intelligent examination of the 
program, once the funds were made 
available. It would be important, from 
the start, to identify the program with 
the specific purposes in view, namely, to 
prove to investors that an investment 
interest in listed corporations is desir- 
able, and that member firms of the 
Stock Exchange are ready to render in- 
telligent service to investors of all 
classes. For that purpose, the plan might 
“Ind-Ex Plan,” 


tying both industry and the Stock Ex 


well be named the 


change into the important job of 
informing the public about intimate 
ee 
facts which are of mutual and profitable 


interest. 









Earnings of 469 Companies 
Rise 22.6 Per Cent 
in First Half 
















































INDIVIDUAL RESULTS REFLECT UNEVEN EFFECTS 
OF TAXES, WAGE RATES, MATERIALS COSTS 





EARLY 8o per cent of the com- 

panies on the Stock Exchange, 
among those which have to date re- 
ported their results, made more money 
in the first half of this year than in the 
like 1940 period. 

Public attention appears to have been 
divided nearly equally, however, be- 
tween the less favorable results of a 
few large producers—Bethlehem Steel, 
United Aircraft and others—and_ the 
improved earnings of the bulk of the 
list. In the entire group of 469 com- 
panies which have issued statements, 
only 22 incurred losses; and the pro- 
portion of listed companies making a 
profit is the highest in more than a 
decade. Combined earnings totaled 
$1,460,921,000, against $1,191,51 3,000 in 
the comparable period of the year be- 
fore. 

The best gains continue to be made 
by the railroads. Thirty-nine of 44 
companies reporting in this group 
earned a profit, and income totaled 
$125,898,000-—up 379 per cent from the 


1940 period. 


Next in order came the textile in- 


dustry, with an increase in profits of 
131.7 per cent; the rubber industry, a 
gain of 95.5 per cent; leather, 73.5 per 
cent; steel, 67.1 per cent; and building, 


59.1 per cent. 









Every company in 10 of the indus- 
trial groups made a profit. Only one 
industry, petroleum, showed a decline 
from the year before—the results of the 
29 companies reporting being off 2.3 
per cent, 

Testifying to the general increase in 
profits, dividends are now being dis 
tributed more widely by New York 
Stock Exchange stocks than ever be- 
fore in the history of the Exchange. 
Already this year dividends have been 
declared or paid on approximately 570 
listed common stocks, which compares 
with payments on 577 common issues 
in all of 1940. And last year’s total was 
a record high. 

The view has been expressed that the 
steadily increasing profits and divi 
dends which a speculatively rising stock 
market feeds upon are a fading pros- 
pect. But aside from the problem of 
what additional profits will accrue as 
industrial output continues to mount, 
the current level of earnings and divi- 
dends appears sufficient to give invest 


ment appeal to selected listed stocks. 





Listed To Date 
Amusement . . .. . 13 6 
Automobile . . . . . 60 39 
Aistion: . «= « « « « BM 9 
Building a oe 16 
Business & Office Equip. 9 5 
Chemical ee a oe 13 
Electrical Equipment 15 1] 
Pee on Gs ee Oe 25 
ee eae ae ae 27 
Leather erie 12 6 
Machinery & Metal 74 52 
Mining oe tes Tae 34 21 
Paper & Publishing . . 25 14 
Petroleum gy eae ae 29 
Railroad . . .... 80 14 
Retail Merchandising . 65 24 
Rubber a ae on ee 3 
Steel. Iron & Coke . . 37 32 
Textile 2 ee eee 13 
All Public Utilities 17 22 
Other Companies. . 90 28 


Totals . .. «829 169 





FIRST HALF REPORTED NET INCOMES OF 469 COMPANIES 
HAVING COMMON STOCK LISTED ON THE 
NEW YORK STOCK EXCHANGE 


— Assembled by Industrial Groups — 


Per Cent 
Number Group Net Income: Change in 
Reporting Ist Half 1941 Group Net Income 


Number Number Net Profits: Number 
of Issuers Reporting Ist Half Showing 
1941 Improvement Combined Losses) 


6 5 $ 9.755.000 1 45.9% 
38 36 179.140.000 ; 72 
7 1 28.758.000 + 21.5 
14 14 18.745,000 + 59.1 
5 2 11.618.000 + 40.4 
43 35 148.290.000 i 36 
11 10 19.357.000 + 12.4 
24 15 33,938,000 LL Fa 
26 16 67.270,000 + 5.0 
6 6 3.043.000 1 ee 
92 17 17.242.000 + 46.6 
19 18 26.596.000 ! 292 
14 7 16,944.000 + 0.3 
29 19 208.493.000 ye 
39 37 125.898.000 +379.0 
20 19 19,277,000 + 33.1 
3 3 19.046.000 1 95.5 
32 29 163.806.000 1 67.1 
12 1] 12.864.000 +131.7 
21 13 223.094.0000 + 6.6 
26 16 17.747.000 + 78 

147 365 $1.460.921.000 1 22.6% 


(Combined 
Incomes Minus 


(ist Half 1941 


vs. 
Ist Half 1940) 
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vestor’s trading in stocks. He is not 


merely behind the political eight-ball of 


increased taxes and increased living 
costs. He is also being emotionally and 
psychologically bemused by the general 
outlook so that what attention he can 
spare from his job is drawn by Con- 
gress, the President, the government 
agencies which affect his business, or 
the European situation. In this sense, 
stock market operations have lost their 
romantic appeal to him, or to put it 
another way, have gone out of fashion 
with him. 

It might have been expected that a 
shift in stock ownership toward smaller 
holdings would result in an increase in 
the daily attendance in board rooms 
and customers’ rooms, and away from 


the larger size business done over the 


telephone or by the wealthy trader in 
the plush office adjacent to the board 
room. But this has not taken place. 
The customers no longer come in and 
visit the broker, but the customer’s 
broker must go out and visit the cus- 
tomer, who is often obsessed with 
enough economic uncertainties as it 1s 
without courting more in the form of 


stock trading. 
More Reliance upon Broker 


These increased uncertainties may 


lead him to more reliance upon the 
aggressive and capable brokerage house 
which by a mass production of facts 
and a skillful factory output of good 
information and statistics will keep him 
abreast of developments—but only if 
such houses learn how to reach and 
interest him. Otherwise the cloudy out- 
look will probably cause him to try to 
“put them away and forget them” even 
more doggedly than in the days when 


it was fairly safe to do so. 


“Psychological as well as financial factors stand in the way of the small investor's trading in 


stocks. 


He is being emotionally and psychologically bemused by the general outlook so 


that what attention he can spare from his job is drawn by Congress, the President, the 
government agencies which affect his business, or the European situation.” 
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THE FINAL ANSWERS WAIT 
BEYOND THE HORIZON 


As a coldly realistic summary of 
factors exerting their influences on 
stock exchanges. the views of Harold 
Fleming. expressed in the article on 
this page, should scatter in confusion 
all Pollyanna ideas about the securi- 
ties market situation. At the same 
time, the material contains much food 
for thought. 

The question seems bound to arise 
in the minds of readers, as it did in 
the editors’ minds: has Mr. Fleming 
made sufficient allowance for those un- 
predictable factors which have caused 
the economic pendulum to swing over 
wide ranges in the past, and are likely 
to do so in the future? Out of this 
question another naturally 
when world-wide dislocations of busi- 


grows: 


ness and finance occur as the result of 
war, does there not also occur a par- 
tial paralysis of those forees which 
cause the pendulum to swing in cycli- 
eal fashion? 

The article stresses political restric- 
tions upon the securities market. But 
political philosophies change. The 
effect of law is cited. But American 
business has proved itself capable of 
adjusting itself to law. and thriving in 
the process. And public preoccupation 
with trying problems which lay a 
damper upon the investment and spec- 
ulative use of capital is not necessarily 
a permanent condition. History speaks 
otherwise. 











The higher average yield on equities 
may be offset by two major develop- 
ments. One is that corporations are not 
playing as close to the vest on dividend 
policy as they used to; dividends are 
about back at the 1929 level, but net 
corporate earnings are far from it, and 
this situation can hardly last; either 
there must be more earnings or fewer 
dividends. But the present rate of earn- 
ings can hardly hold up; if the emer- 
gency ends, operating rates will dip, 
without commensurate wage cuts, and 
if the emergency continues, taxes will 
go higher. Nor is the excess profits tax 
the only danger. With at least one new 
tax law each year, the Treasury will 
soon be taking more from corporations 
than merely the “excess profit” over 


(continued on page 16) 
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The argument began as soon as the 


itor spread his charts across our desk. 
That red line, he said, indicating a line 
that pointed sharply upwards, represents 
the situation in the steel industry, than 
which there is none more representative 
ot the defense boom. And there is no 
corporation more representative of that in- 
dustry than United States Steel. Do you 
concede that much? All right.  Steel’s 
June quarter gave an impression of un- 
alloyed prosperity, until you got down to 
the tax items. The figures, after allow- 
ances for interest, social security and local 
taxes for the three months, looked wonder- 
ful, with a $59,149,000 profit left over. The 
profit beat the not inconsiderable results 
in the same quarters of 1928 and 1929, 
which is saying something, indeed! But 
right there’s where the red line really starts 


to soar. Keep your eye on it as | proceed. 
»« 


The Steel management provided for ex- 
cess profits and other Federal taxes upon 
earnings to an amount six times as large 
as in the same quarter of 1940. Six times! 
An increase of from $5,475,000 to $32,- 
800,000. This allowance, mind you, was 
made on the basis of projected taxes as 
contained in the new bill before the House 
of Representatives. This rise, in dollars, 
he said, shows only a part of the picture, 
which is terrible. Without taking any 
future increase of taxes into account, the 
House bill will seize in the June quarter 
no less than 85 per cent of Steel’s increase 
of income over the June, 1940, income. If 
that red line looks like a consuming fire, 
it's only because you are seeing a decima- 
tion of stock yields in the flames. Weep, 
if you want to. 


»>« 


It's only a cinder in our left eye, we 
countered, and, even if 85 per cent of a 
corporation’s increase of earnings are taken 
by the tax collector, in a period when 
order books are chock full, there’s 15 per 
cent left over, isn’t there? Seems as though 
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there were many quarters between 1932 
and 1938 when a 15 per cent gain in net 
would have been welcomed with a brass 
band. And that goes for a lot of corpora- 
tions. If you elect to use United States 
Steel as the bell-wether of the corporate 
flock, let’s see what color ink you use in 
charting some other important items. 


»«¢ 


You are too pragmatic, the visitor de- 
clared. You think too much of the bird 
in hand, while the bushes are full of hawks 
and vultures. Still, I shall humor you. 
The line under my finger traces “earnings 
per share.” In the June quarter Steel’s 
profit equalled $2.12 per common share, 
and for the half year it was equal to $5.60 
a share, but what of it? You have to look 
ahead. Vision and imagination enjoy a 
premium when it comes to getting full 
weight out of chart values, and you are 
shy of both these elements if you keep 
thinking about the yields which stocks re- 
turn today. 


»« 

It happens, though, we demurred, that 
today’s income is what pays for groceries 
and gasoline, if you can get it, to say noth- 
ing about personal taxes. If you take Steel 


common ... taking it as an abstract propo- 
sition, of course... your chart record shows 


that a full year’s dividend of $4 was earned 
in a halt year, this year, after those red- 
inked taxes, with something left over to 
combat next year’s taxes. This interpreta- 
tion of cash in hand may be elementary, 
but you don't have to draw lines on a 
chart to cause most folks to understand its 
meaning. 


There you go, the visitor said, turning a 
blind eye to the bigger facts looming over 
the horizon. You ought to be looking 
ahead. Yields on stocks are transient, and 
when I consider the dire outlook for 
profit—! He went away, shaking his 
head, leaving our rebuttal unsaid. 


»« 


An exploring trip among certain Stock 
Exchange firms around the end of July 
uncovered a number of backsliders, part 
ners who had abandoned the creed which 
they adopted last Winter. The creed pro 
vided that they should expend shoe leather 
in soliciting new customers and reawaken 
ing old ones ... Merchandising their firms” 
services. Three million-share days in July 
weakened their faith in this effort, and 
the return to the older practice of waiting 
for customers to come in was resumed 
without any noticeable strain. Neverthe 
less, in other quarters where the pursuit of 
business had gathered strong momentum, 
no let-up was discernible. It was realized 
that, while the full July turnover on the 
board was 144 per cent larger than in the 
same 1940 month, it was not enough to 
spell prosperity. 

Just because business was better was no 
reason to cease business-getting efforts. In 
fact, some firms indicated an opinion that 
it was the best time to intensify them 
since they seemed more likely to produce 
results. 


A Stock Exchange firm, which is nota 
bly active in promoting its business; holds 
that it has made an important discovery 
in regard to the mail matter it sends out. 
Customers are more impressed, the firm 
declares, with the worth of simply pre 
pared bulletins and genuine news than by 
formal, printed sheets. So typewritten or 
multigraphed material, with emphasis on 
“spot news,” goes out with the speed 
which such production permits .. . and 
considerable money is saved in service 


costs. 








Colleges Increase Common Stock Holdings 


(continued from page 9) 


5 per cent at the earlier date (1934) 
to some 25 to 30 per cent in order to 
protect purchasing power of future in- 
come, and in the hope of recovering 
certain inevitable losses from other in- 
vestments. We also had in mind capital 
appreciation under certain conditions.” 


A New England college said: “We 


dim to Carry 50 per cent in common 


stocks, a classification in which we 1n- 
and 
Our 


theory is that equities afford a necessary 


clude certain low-grade bonds 


preferred stocks as equities. 


hedge against inflationary tendencies.” 


Issues Held 


The 120 institutions hold approxi- 
mately 650 different issues of common 
stock. 


with the approximate number of shares 


The ten most popular issues, 


and the number of institutions holding 


the stock, are: 


Number of Number ot 
Institutions Shares 
Socony-Vacuum Oil Co. 15 145.000 
General Electric Co. 18 105,000 
Standard Oil Co. of N. J. 1¥ 100,000 
Eastman Kodak Co. 15 &6 000 
Standard Oil Co. of Calif. 13 78,000 
General Motors Corp Is 62.000 
American Tel Tel. Ce l6 5.000 
Umon Carbide & Carbon 
Corp 17 5.000 
Intl Nickel Co. of Canada 14 14,000 
Texas Oil Co. 10 35.000 


W ide 


types of holdings. This was not always 


variations were noted in the 


due, the survey disclosed, to a well- 
defined and carefully considered invest- 
ment policy. In many Cases it was the 
result of conditions over which the in- 
stitution had no control, such as large 
GITts of closely held stock, legal condi 
tions in bequests, and other factors. 
The American Council on Education 
Studies says that it has received many 
inquiries as to the possibility of estab- 
lishing a central office for investment 
counsel. Attempts to foster some plan 
of pooling investment counsel also have 


been made at several meetings of the 


16 


Conference of Trustees of Colleges and 
Universities, it reports. The intent was 
to provide advice to small institutions 
afford 


vidual service, but the plans have never 


which feel they cannot indi- 
been carried out because trustees doubt 
that they have sufficient authority to 
depend upon an outside agency. 

A manner of handling investment 
policies, which probably holds true in 
more than one instance, is indicated in 
the following communication from a 
business officer quoted in the survey: 
“Our big problem is that we have no 
well-defined investment program or pol- 
icy. We merely have a meeting of the 
committee and decide on the purchase 
of issues suggested by the members.” 

How are the investment programs of 
the various institutions working out? 
The survey gives a compilation of the 
20 institutions having the best rates of 
return on their investments in the year 
ended June 30, 1940, and a like number 
having the poorest records. 

The highest income returns ranged 
from 4.43 per cent to 5.86 per cent. In 
this group, common stocks made up 
17.5 per cent of total portfolio. 

The lowest rates of return ranged 
from 2.30 cent to 


per 3-Ig per cent. 


These institutions had only 11.1 per 





Institutions with Endowments 
of More Than $15.000.000 


endow- 
$15.- 


portfolios are 


The eight institutions with 
ment investments in 


excess of 
each, whose 
reviewed in the accompanying study. 
are: 

Carnegie Institute of Technology 
of Chicago 
College 
Harvard University 
Massachusetts Inst. of Technology 
Oberlin College 


Stanford University 


University 


Dartmouth 


Vanderbilt) University 











cent of their funds in common stocks. 

With respect to the widely varying 
results, the survey reveals that the in- 
stitution with the best record (a return 
of 5.86 per cent) apparently increased 
its common stock holdings when the 
market was low, while the institution 
with the poorest record (a return of 
2.30 per cent) invested a large portion 
funds in institutional 


of its property 


which is producing no income. 





Business Prospects 


(continued from page 14) 


1936-1939; and if it doesn’t, corporate 
earnings will be caught between the 
scissors of higher wages (and higher 
raw material prices), on the one hand, 
and leveled-off sales prices on the other. 
A ceiling is gradually closing down on 
earnings available for dividends, but no 


floor is being built under them. 
Outlook for Revising 1934 Act 
The outlook for important revision 

of the Securities Exchange Act of 1934 

That Act, 


administration, 


also seems poor. and its 


doctrinaire are only 
partly responsible for the fall in specu- 
lative volume. The Act has reduced in- 
sider trading, floor trading and partner 
trading, but purely public speculative 
trading has simply gone out of fashion, 
and there is no pressure for letting it 
revive. Hence even a broad and liberal 
revision of the Act would hardly bring 
public speculative trading back in vol- 
ume, and any hope that the Act can be 
so revised as to take the brakes off 
insider or professional trading faces 
almost insuperable political obstacles. 
Tried again and again, it has never sur- 
vived even the initial barrage of caustic 
SEC 


Wall Street spokesmen do not seem yet 


language let loose by officials. 
to have learned the new methods of 
propaganda and _ political conflict that 
involve toe-to-toe slugging with  statis- 
tical and verbal blows. 


There is still a possibility that the 


business can retain some of its shrunken 


bids on the tape or through the use of 


dustry in coming months, seems a 


“ volume, just as the railroads retain some the tape for organizing syndicates, so likely and desirable adjustment to 
: of their business against the inroads of | that the Exchange may adjust itself to shrunken circumstances. Hard times 
; highway, water, and air competition. It the slowed tempo of the modern secur- are driving the brokerage business to 
: hardly seems likely that the marvelous _ ities business. new and imaginative and more skillful 

machinery of the Exchange, geared to methods of advertising for and servicing 
le ‘ ‘ ait Trend Toward Nuclear Plants te 

handle heavy trading volume at high of accounts, and these may retrieve 
: speed and low cost, will altogether be A consolidation of the brokerage busi- some of the business lost in recent years. 
| allowed to accumulate rust and cob- ness into “nuclear” plants, like the con- But—it seems to me—if the business 
. webs. Some method of cooperation may — solidation of civilian industry now going — can hold the average trading volume of 


be developed with the over-the-counter 


business, through the printing of dealer 


on in Britain today and likely to be 


required of American non-defense in- 


July, 1941, for as much as two years 


more, it will be quite lucky. 








ite MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 
he 1941 1940) 
er —— = 
MONTH END DATA JULY JUNE MAY JULY 
id, }. Seeee TAN ce Ske Re eS |S He SH Se we ORY 1.463 1.463 1.463 1.454 
er. o Fee ee EO wc Se we me ee » SD 1.229 1.232 1.234 1,233 
on 3. Par Value of Bonds Listed eS oS Sole oe 56.041 56.159 55.534 53.431 
\, ee SO EAI 6 we ee ee we hw ee 1.271 1.278 1,283 1.350 
- 5. Total Stock and/or Bond Issuers . . . . .. . . . (No.) 1,275 1.279 1.279 1.298 
6. Market Value of Listed Shares . . . . . . . . . . (Mil. S$) 11.654 39.608 37.815 39.992 
7. Market Value of Listed Bonds . ....... . . (¢Mil$) 53.260 53.237 A YP 18.602 
8. Market Value of All Listed Securities (Mil. $) 94,914 92.845 90.137 88.594 
- 9. Flat Average Price—All Share Issues . . . . . . . . (8) 39.62 38.02 36.80 36.16 
10. Shares: Market Value + Shares Listed . 2. 2. 2. 2... OOS) 28.46 27.07 25.84 27.51 
934 11. Bonds: Market Value — Par Value ........ (¢$) 95.04 94.80 94.22 90.96 
its 12. Stock Price Index (12/31/24=—100) ........ (%) 56.7 54.0 51.5 54.6 
nly id, ‘Shares: ta Smart Wterest 2. kt tt lw hw hw 6 CD 187 179 197 179 
; 14. Member Borrowings a ee a ee (Mil. $) 104 116 153 
—_ Per Cent of Market Value of Listed Shares . 2... . (%) (0.97 1.05 1.20 ° 
in- 15. N. Y. S. E. Members’ Branch Offices . . . . . .. . (Now) 899 898 898 1.044 
ner 16. Total Non-Member Correspondent Offices . . . . . «. (No.) 3.009 3.074 3.147 3,412 
tive . = . 
DATA FOR FULL MONTH 
lon, 17. Reported Share Volume ........« + «+ + « (Thou) 17.873 10.462 9.667 7.304 
x it Daily Average (Incl. Saturdays) . . . . . . . . . ¢Thou.) 687 118 ate 281 
eral Daily Average (Excl. Saturdays) . . . . . . . . . (Thou. 765 168 Ht 312 
pam. 40 Bact Seeres 2 cg ks ee ws ee et we we I 1.22 0.72 0.66 0.50 
As 18. Total Share Volume (Incl. Odd Lots) . . . . . . . (Thou. 13.740 13.194 10.828 
vol- 19. Money Value of Total Share Sales . . . . ). . . . .) (Thou.$) 350.146 323.885 264.352 
. be 20. Reported Bond Volume (Par Value) . . . . . . . (Thou.$) 189.118 119.126 169.272 98.120 
: Daily Average (Incl. Saturdays) . . . . . . . . . +%(¢Thou.$) 7.274 5.977 6.510 3.774 
ofl Daily Average (Exel. Saturdays) . . . . . . . . . (Thou.$) 8.111 6.519 7.229 L147 
Aces Ratio to Par Value of Listed Bonds . . . . 2... (%) 337 268 304 185 
cles. 21. Total Bond Volume (Par Value) ...... =... (Thou.$) 153.363 196,932 102.228 
, 22. Money Value of Total Bond Sales . . . . . . . . +. +%(¢Thou.$) 78.266 100.577 65.530 
_ 23. N. Y.S. E. Memberships Transferred . . . . . . . . (No.) 5 8 9 7 
ISIC PE os Gow es 6 we aS ed Ow ew ee 27.500 25.333 22.625 38.400 
ials. 24. Stock Clearing Corporation: 
: eee Average Price of Settled Shares . . . . . ... | 8) 20.8 22.0 23 21.4 
5 ol Notes: Items 13. 14, 18. 19, 21, 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 
that second full preceding business day. *For description of new series, see Member Borrowings Release of Feb- 
ae ruary 3, 1941. 
the 
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